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SECTION 1 = INTRODUCTION 


The purpose of this project is to consider the feasibility of introducing the concept of a claims 
deductible into the experience rating of claims costs under workers’ compensation in Ontario. 


The focus is primarily on its impact for smaller employers. 


A brief explanation of both the rategroup account and the assessment rate process is provided as 
a fundamental background. The New Experimental Experience Rating Formula (NEER) is 
described and then used in greater depth to develop the deductible approach. The project then 


moves forward and identifies specific approaches to designing the deductible approach. 


The conclusion of this project is that the deductible concept is feasible - perhaps not in 
precisely the manner that would be envisioned by the layman however. From a practical 
viewpoint it makes sense to use the NEER formula structure to the greatest extent possible. It 
does appear possible to make a few alterations to the NEER formula and effectively install a 


claims deductible approach which could be made highly responsive for small employers. 


Many questions will need to be answered and considerable testing done on the data of a few 


actual rategroups to determine if desirable results would be achieved. 
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SECTION 2 - CURRENT ASSESSMENT POLICY OF 
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THE WORKERS’ COMPENSATION BOARD 


Introduction 
In order to appreciate the concept of experience rating it is necessary to understand the 
approach and policy towards employer assessments used in Ontario by the Workers’ 


Compensation Board. 


Currently, the Workers’ Compensation Board establishes over 100 rategroups which 
classify employers by the end product they produce. For each rategroup a specific 
assessment rate is established annually. This rate is expressed as a percentage of 


assessable earnings, and the same rate is paid by all employers in the rategroup. 


A financial account is maintained for each rategroup. Assets and liabilities are 


assigned to each rategroup and an account of revenue and costs is produced. 


Rategroup Account 

The financial account maintained for each rategroup is similar to the financial 
statements for any corporation, or more specifically a life insurance company. There 
are assets and liabilities which form the balance sheet and thus reveal either a net 
surplus or a deficit. There are annual revenue and expenses which produce an annual 
profit or loss for the rategroup and thus serve to increase or reduce the surplus or 


deficit in the rategroup account. 


The assets are the new accumulation of: 
(i) assessment premiums and investment income, reduced by 
(i1) annual benefit payments and expenses. 
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The liabilities consist of: 
(i) A Future Award Liability to cover: 
- future awards on existing temporary compensation and medical aid 
claimants, and 
- a reserve for existing claims which may become permanent disability 


and dependent pensions; 


(ii) A Pension Annuity Liability to cover approved permanent disability and 


dependent pensions. 


Both liabilities are now valued on an interest rate of 3% which makes provision for 


benefit increases linked to changes in the cost of living. 


Most rategroups have an excess of liabilities over assets. This deficit is called an 
unfunded liability. To a large extent it is dependent upon the assumptions used to set 
the liabilities. The four major parameters are the number of lost time injuries, the 
expected average duration of each, the average daily benefit payable and the interest 


rate used to discount the stream of expected future payments. 


Assessment Rates 

The Workers’ Compensation Board uses a full funding philosophy. The Board’s 
objective is for the annual assessment generated each year to match the sum of current 
and future benefit payments plus administrative costs on new accidents in the year. 
The experience generated by a rategroup is used directly to produce the assessment rate 


paid by all employers in that rategroup. 
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The rategroup account is consequently the most important fundamental record in the 
development of an employer’s assessment rate. Given the funding policy, each 
rategroup is expected to produce a zero surplus/deficit. If this balance was maintained 
each year from inception of a rategroup, then assets would match liabilities exactly at 


all times. In practice, a surplus or deficit will emerge each year. 


The existence of an accumulated surplus or deficit means that assessment revenue for 

the following year will contain some reflection of the surplus or deficit. Thus, if there 
is an accumulated deficit, the assessment revenue for the following year will need to be 
sufficient to meet expected costs from new claims plus make some contribution towards 


liquidation of the deficit. 


In Appendix C to this report, a sample rategroup account, assessment rate calculation 


and a list of all rategroups is provided. 


Experience Rating 


The assessment procedure is a form of experience rating. Industries are experience 
rated through the creation of the 108 rategroups. A rategroup is prospectively 


experience rated as a whole as the Board expects it to be self-supporting. 


The current process however ignores the accident/safety record of the individual 
member firms within a rategroup. Under current conditions, employers large or small, 
with good safety records,. receive very little financial incentive to continue investing 
effort and money towards creating a safer workplace. They all pay the same 
assessment rate. Thus, employers in the same industry with excellent safety records 


subsidize implicitly those with poorer records. 
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The experience rating formulas now in use all focus on rating the experience of 
individual firms within the rategroup. They do not disturb or alter the assessment rate 


procedure at the rategroup level. 


The W.C.B. Voluntary Plan of experience rating has been in place for many rategroups 
since the 1950’s. However it is felt to be less responsive than is desirable and it makes 
an invalid comparison of claims costs to assessments when determining a refund or 


surcharge. 


The Construction Industry CAD-7 formula introduced in 1983 has achieved some 
success and has undergone some minor modifications. Originally it was felt to focus 
too strongly on accident frequency which is partially the reason for the development of 


NEER. 


The New Experimental Experience Rating Formula (NEER) focuses on total accident 
costs including the use of reserves. It introduces the concept of credibility to give 
more weight to the actual experience of larger firms and less weight to smaller firms. 
It adjusts assessment rates of each firm and also provides refunds and surcharges at 
year end. This formula now is in use in six industries -- forestry, mining, petroleum, 


hospitals, trucking and rubber. 
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SECTION 3 - THE NEW EXPERIMENTAL EXPERIENCE RATING FORMULA (NEER) 


This section provides a brief explanation of the NEER formula and addresses the implications it 


has for small employers. 


oral 


NEER 


In response to employers’ concerns over high workers’ compensation assessments, the 
NEER plan was developed to encourage employers to improve safety and rehabilitation 
measures, and thereby reduce the number of accidents, their severity and associated 
costs. Assessments collected within an industry rategroup will be redistributed under 
NEER, charging less to firms with good records and more to firms with poor accident 


records. 


The basic structure of the plan is as follows: 
Manual Assessment - In the past, all firms in an industry rategroup paid the same 
assessment rate called the Manual Assessment. In future, firms within the industry will 


not pay the same assessment rate. 


Prospective Assessment - Under the NEER plan, each firm will pay a rate for the 
year based partly on their own firm’s recent experience and partly on the average level 


for the rategroup. This is referred to as the Prospective Assessment. 


Ultimate Cost - At the end of the year all costs associated with new claims that 
occurred during the year are added together and called the Ultimate Costs. They will 
include: 


a benefits paid to date 
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m future costs or reserves; 


8 capitalized value of pensions awarded; 
| charge for Board services (indirect costs). 
Retrospective Assessment - A loss record for all claims registered against a firm for 


the year will be developed. A number of technical steps will be completed to turn the 
Ultimate Costs into the final assessment known as the Retrospective Assessment. The 
technical steps are used to retain a large element of insurance protection. They limit 
the impact of severe claims and moderate the effect of year-to-year fluctuations in 


experience. 


Refund of Surcharge - When the Retrospective Assessment is compared to the 
Prospective Assessment, which has already been paid for the year, the difference 
between these two will be a Refund or Surcharge. Because it is difficult to estimate 
the total cost of a claim at the end of the first year of an accident, a second and third 
annual calculation and adjustment will be made as the true costs emerge. This will 
lead to additional refunds or surcharges on the same claim. The initial Retrospective 
Assessment can reward accident prevention while the subsequent refinements can 


reward rehabilitation efforts. 


The New Experimental Experience Rating Formula presents new opportunities for 
industry to gain from an effective approach to the prevention of occupational injuries 


and illnesses and their associated costs. 


Implications for Small Employers 


The NEER retrospective rating process provides protection to the smaller employer by: 
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(ii) 


(iii) 


(iv) 


(v) 


assigning credibility of only 20.0% of the actual losses of the firm; 


limiting the size of the ultimate claims cost of an individual claim to 5.0 times 


maximum annual insurable earnings; 


assigning a maximum surcharge of 1.5 times annual assessments. The total 
assessments a firm pays in respect of any accident year is limited to 2+ times 


its annual assessment. Very few firms ever reach this limit; 


splitting a claim into primary and excess portions. This protects a firm from 
the effects of one large claim. At the same time, this penalizes firms with 
frequent small claims. The Workers’ Compensation Board hopes this will 


promote safety programs at work; 


averaging the results over 3 years to smooth out fluctuations when setting the 


prospective assessment rate. 


On the other hand, refunds for small employers will be quite modest when good 


experience occurs. Also the formula as it stands is certainly too complex for most 


small employers to understand. It is possible that in the interest of actuarial equity the 


formula may have been made too unresponsive for small employers. 


The specific steps in the formula are shown in detail in the worksheets being prepared 


by the Workers’ Compensation Board. A copy of these draft worksheets has been 


enclosed with this report. 
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It is within the technical insurance steps of the formula that changes will be 
recommended to introduce the deductible concept in Section 4. Most of the basic 


structure of the NEER formula can remain unchanged to accommodate the deductible 


idea. 
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SECTION 4 - EXPERIENCE RATING - THE DEDUCTIBLE CONCEPT 


4.1 Objectives 
The deductible concept applied to each claim would require the employer to be fully 
responsible for the cost of a claim up to the deductible limit ($500 for example). 
Insurance principles would apply to the cost of a claim in excess of the deductible 


limit. 


The deductible concept can be an alternative to other forms of experience rating or it 


can complement or be added to a traditional approach to experience rating. 


In the context of this study the objective of the deductible is to: 

ro provide significant financial rewards to small firms with good claims 
experience while preserving a very strong element of insurance protection; 

r] provide a more easily understood approach to experience rating as compared 
to sophisticated actuarial techniques which might be included in other 
experience rating formulas; 

u address the concerns about the appropriateness of experience rating for small 
firms expressed in Professor Weiler’s second report. 

% provide an employer the incentive to cut accidents and to realize a reduction 
in assessments to the extent he can influence it by his own choice and 


behaviour. 


While the focus of this project is the smaller firms, typically under 100 employees, the 


mandate did not suggest that the deductible concept should apply only to small firms. 
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4.2 


Weiler on Deductibles 
At this point it is appropriate to review the context in which Weiler suggested a 


deductible for small firms. 


In his opinion, full experience rating is only appropriate to a small number of firms 
with a sufficiently large payroll. Since experience rating is desirable and the vast 
majority of the firms in Ontario are smaller, then a modified experience rating formula 
should be found such that a greater number of firms be subject to experience rating. 
As experience rating is based on the statistical credibility of the claims experience, 
Weiler suggested that experience rating could be extended to smaller groups if that 
method uses 3 years’ experience rather than the usual one year. He recommended a 
combination of self-insurance and collective insurance for medium size firms. With 
these modifications an experience rating system could be designed to cover firms 


representing fifty percent of the compensation costs in Ontario. 


In Weiler’s view experience rating is spurious for the smaller firms. Group coverage 
must be maintained but somehow modified to accommodate safety promotion. He 


therefore suggested that a "deductible" would accomplish this objective. 


Weiler proposed that the deductible be administered as follows: 
"The Board would charge back to the firm an initial dollar 
portion of the compensation which it pays for each claim 
involving that firm’s employees: perhaps $500 a claim with 


a $2,000 a year limit." 
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4.3 


"Their virtue is that they would generate safety consciousness 
on the part of even the smallest firms, by focusing on the 
frequency rather than the severity of workplace injuries, the 


feature most within the employer’s control." 


Of course, it is expected that the normal assessment rate would be reduced for all firms 


in the program. 


The problem with experience rating for small firms is that people expect significant 
refunds when there are no claims but argue the surcharge should be minimal when 
claims do occur. It is true that one expects many more small firms to get refunds than 
surcharges simply based on claims frequency statistics. However, the amount of money 
declared as refunds must equal the surcharges to poor performers. Thus the average 


refund must be smaller than the average surcharge. 


One suspects that if using the deductible concept resulted in only a 10% reduction in 
basic assessments to small firms there would be considerable skepticism. However, it is 


quite conceivable that this would be a statistically and actuarially correct result. 


Legal and Administrative Considerations 

The deductible under an employer’s general insurance program (fire, damage, casualty, 
etc.) is designed to permit self-insurance of part of the overall risk. The insurance 
company pays a claim amount which is usually equal to assessed liability less the 
deductible. It is also assumed that if no claim is submitted, the insurance company is 
absolved from any future liability. The employer benefits by paying lower premiums 


which result from: 
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(i) self-insuring some of the risk: 


(ii) lower administration costs as smaller nuisance claims are not submitted; 


(iii) declining to submit a claim slightly larger than the deductible, for fear of 


affecting his future premium rates. 


This approach creates some problems in the context of workers’ compensation: 


(i) Section 121(1) of the Workers’ Compensation Act requires that the Workers’ 
Compensation Board be notified of all relevant details concerning an accident 


within 3 days of its occurrence. 


(ii) The Act provides for unlimited recurrence of a disability. Thus there is the 
potential for significant future payments even if the initial claim is 
insignificant. Thus payment of small claims directly by the employer would 


not absolve the W.C.B. of potential future liability. 


(iii) Any payment made directly by the employer for a disability would be taxable 
to the employee unless it was filed and accepted by the W.C.B. as a valid 


claim. This issue was clarified in 1985 with Revenue Canada. 


We believe that the Ontario Legislature and the Workers’ Compensation Board would be 


reluctant to alter the taxability issue and claim filing requirements of the Workers’ 


Compensation Act because: 
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(a) The tax free status of benefit payments when all employer assessments are 
deductible for corporate income tax, effectively creates some indirect funding 


of Workers’ Compensation by the federal government. 


(b) The lack of information of past claims could lead to difficulties in assessing 


future claims especially those based on old injuries. 


As an alternative to the above administrative approach, the Workers’ Compensation 
Board could still pay all claims with the Board recovering the deductible portion 
directly from the employers. Accordingly, it does not appear to us that the deductible 
concept creates any administrative cost saving. In fact, the process of recovering the 
deductible portion of each claim from employers could lead to greater administrative 


costs. - 


In addition if all claims are filed with the W.C.B. then the proper reserves can be 


established for potential future liabilities. 


Practical Considerations - 
W.C.B. New Experimental Experience Rating Formula 


There are many practical considerations involved in the design of a deductible concept 


for experience rating. 


Let us try a simple definition of the deductible approach. 
"All small firms in the rategroup would pay the same reduced assessment rate 
and in addition would pay the first (say $500) of cost on each claim during 


the year." 
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This one sentence raises many issues: 


While a small firm may be considered one having less than 100 employees, the 


deductible concept can be applied to firms of all sizes. 


Notice that the rategroup concept is retained. The W.C.B. would not 
countenance a regrouping of firms into small versus large across all 
rategroups. In fact, it is neither desirable nor necessary to do this to achieve 
our objectives. However, so far, experience rating has been introduced on a 
rategroup by rategroup basis and with the request of employers in that 


rategroup. 


Payment of a reduced assessment rate gives all firms an immediate refund in 
effect. It says there is 100% experience rating on the first $500 of each claim 
and 0% experience rating on all other costs. This may be appropriate for the 
very smallest firms but for firms of over 75 employees, it may be desirable to 


include some experience rating on costs in excess of $500 per claim. 


It may be preferable to have each firm pay the full normal assessment each 
year and receive a refund when there are little or no claims? This emphasizes 
that no claims each year produces a refund. A reduced assessment could be 


taken for granted and then the first $500 of a claim viewed as a surcharge. 


The reduction in the normal assessment rate depends upon the level of the 


deductible. 


Claims costs could include only cash benefit payments or could also include 


reserves and administrative costs. 
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me Costs on all claims - past and current - could be included, or just costs on 


new accidents in the current year. A total annual limit should be imposed? 


x Clearly the level of deductible is an issue. There is no magic in the $500 
figure. Should it be the same for a firm with 3 employees as 15 employees? 


Perhaps a firm should be able to select its own deductible. 


From a practical viewpoint, the work already done by the W.C.B. Actuarial Services 
department to create the New Experimental Experience Rating (NEER) formula will 


provide answers to many of these issues and questions. 


We recommend that: 

(i) The deductible concept, if adopted, be applied to firms of all sizes. The 
concept is equally applicable to large firms. The degree of experience rating 
applied to costs above the deductible should vary significantly between small 


and large firms. 


(ii) Any distinction between small and large firms should be based on firm 
assessments since this implicitly recognizes the varying degree of risk between 


rategroups. 


(iii) Claims costs should include benefit payments to date, plus reserve for future 
payments, plus administrative service costs. A strenuous effort is being made 
by the W.C.B. and employer associations to educate employers about the total 


cost of an accident. 
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(iv) The NEER formula be modified to introduce the deductible as opposed to the 


creation of a completely new formula. 


The most important aspect of an experience rating system is the construction of a 
claims file system. This has been done for NEER and contains all the information 


necessary for the deductible idea. Hence it should be used. 


NEER contains the mechanism to split individual claims costs into amounts above and 


below a deductible limit. In NEER these are called primary and excess amounts. 


NEER contains the credibility concept giving varying percentages of weight to 
different elements of experience. By setting the credibility levels to 100% or 0% firms 
can be either fully accountable or receive no experience rating on the desired portion 


of claims costs. 

NEER provides for both prospective rate setting as well as retrospective refunds and 
surcharges. Hence whichever approach is desired with the deductible can be 
accommodated. 

NEER applies to all firms within a rategroup and thus would facilitate the blending of 
the deductible concept with a varying element of further experience rating for larger 


firms. 


In the next section some specific modifications to NEER are proposed. 
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NEER Modifications to Include Deductibles 


Essentially NEER can be modified so that the primary portion of each claim becomes 


the deductible and 100% credibility is assigned to this primary/deductible portion of 


each claim. Coincident with this change, the charge made for expected or non- 


credible claims must be adjusted to recognize that a portion of the total assessment has 


been charged out for primary/deductible claims and given 100% credibility. 


Appendix A provides a specific example of this adjustment to the formula. However, 


further comment on these two changes is required: 


(i) 


(11) 


Primary/Deductible - Currently, the primary/excess split on each claim 
varies by size of claim irrespective of the firm size. This could be changed so 
that the primary/excess AR varied by firm size and thus the same limit 
applied to all claims within a firm. The primary/excess split could be set at a 
very low level such as $400-500 per claim for firms having annual assessments 
of under $15,000 for example, and could grade up to $13,000-15,000 per 


claim for firms having annual assessments of over $400,000 for example. 


100% Credibility/Fully Accountable - Currently the primary loss is given 
100% credibility in the development of the Basic Loss and Firm Loss record. 
The excess claims receive credibility ranging from 20% for small firms to 85% 
for large firms. We recommend that excess claims continue to be assigned 
some degree of credibility, although it might have to be less than the current 


minimum 20%. 
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The change in primary loss limits would automatically change the item called 
Expected Excess Loss which is critical to getting the reduction in assessment 


when no claims are incurred. 


In order to have 100% credibility on the primary losses flow through to the 
final retrospective assessment for the year, it is necessary to set Firm Loss 
equal to Retrospective Loss. Thus effectively the second application of 
credibility, which exists in NEER, is eliminated. It does simplify the formula. 
However, until extensive testing is done on a crits it is not possible to 
know whether this will make the formula too responsive or create a large net 


imbalance of refunds and surcharges between the firms. 


Although this appears to be the most direct and practical approach to introducing the 


deductible concept, there are other possibilities; 


(a) 


(b) 


In the suggested approach above we recommended the application of 
credibility to excess claims losses. Of course, it would be possible to give zero 
credibility. Since this is not appropriate for large firms a limit could be set in 
terms of annual assessments, such as $15,000, below which zero credibility is 
given to excess claims. This would simplify the formula further. However it 
makes the formula essentially a frequency formula which, to date, has not 


been favoured by employers. 
If the overriding objective was simply to make experience rating more 
responsive for small firms, then the minimum credibility of 20% could be 


moved up to say 30-35% with no other changes to NEER. 
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(c) It would be possible to set the prospective assessment rate equal to the 
Expected Excess Loss portion of the normal prospective assessment and then 
bill each firm for the primary losses as they occur. This would give each firm 
a clearer idea of the deductible concept. We suspect the W.C.B. may have 
concerns about the collectability of primary losses. Also remember that the 
cost of a claim is more than simply the cash benefit payment made currently. 
Thus the W.C.B. might have to wait until year-end to do the proper primary 


loss calculation. 


All these alternatives make use of the NEER structure. Given the time, effort and 
extensive interest expressed in NEER by employer groups, it does not seem practical to 


recommend an alternative which makes no use of the work already done. 


Summary 
In summary, it is both possible and practical to introduce the deductible concept. 


However, many questions remain unanswered. 


First, extensive refinement of our ideas must be done. We have done some preliminary 
testing on one typical rategroup to identify the magnitude of potential rate reductions 


and refunds or surcharges. Our results are shown in Appendices A & B. 


Second, there is the serious questions of how responsive should experience rating be for 


small employers. This requires input from associations representing small employers. 


Finally, there needs to be a clear call from employers that the deductible concept is 
desired. As long as experience rating is not mandatory, the W.C.B. has operated on the 
principle that requests for experience rating should come from employers. 
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APPENDIX A 


DEDUCTIBLE CONCEPT IN NEER 
Formula terminology and steps are the same as used in NEER. 
1k Develop Limited Loss for each claim in the same manner as in NEER. 
om Redefine the Primary Loss portion of each claim by a formula such that: 
Primary Loss = Limited Loss but not greater than Primary Loss Limit where 
the Primary Loss Limit is the same for all claims in a firm and it grades from 


the $500 range for small firms to about $13,000 for the largest firms. 


The formula to set the specific limit per firm uses the firm manual assessment to 


define its size. 
The precise formula and minimum and maximum limits require testing. 


as The excess Loss is the Limited Loss minus the Primary Loss. Clearly this split will be 


different than under NEER. 
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From this point all claims are added together and Losses are defined at the firm level. 


Basic Loss = Primary Loss + Z x Actual Excess Loss 
+ (1-Z) x Expected Excess Loss 
where Z = self insurance factors 
(i-Z} 


= collective insurance factor. 
The Firm Loss is defined as in NEER. 


The Retrospective Loss is redefined as equal to Firm Loss. 
The Retrospective Assessment, Refund and Surcharge follow as in NEER. 


The Prospective Assessment still is defined as in NEER or could become the 3 year 


average Firm Loss divided by the 3 year average Manual Assessment. 
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APPENDIX B 


TESTING. OF THE: DEDUCTIBLE: CONCEPT 


Three variations of the concept have been tested and developed somewhat further with 


examples. They are as follows: 


i A $500 deductible has been set for all claims in all firms. No experience rating is 


applied to the remainder of claims. 


2 The $500 deductible is used and some experience rating is applied to claim costs in 


excess of $500. 


3; A claim deductible which varies by size of firm is considered. 


In Appendix A, the generic definition of this claim deductible concept made provision for a 
deductible varying by firm size and also for some sharing or experience rating of costs in excess 
of the deductible. In order to examine the impact of these features more closely each is isolated 


within the formula. 


For the testing of the concept Rategroup 405 - Chemicals was selected. It has approximately 
550 firms and 42,000 employees. It has a typical distribution of larger and smaller employers -- 
about 480 firms have less than 150 employees. For 1985 assessments totalled $10.3 million in 


this rategroup at an assessment rate of $1.11 per $100 of assessable payroll. 
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Claim Deductible at $500 for All Firms 
If the first $500 of total ultimate cost on each claim is segregated from the remainder 


and totalled, it represents 9% of the total cost of claims for the rategroup. 


Thus if no experience rating is applied to the remaining 91% of the assessments this 


suggests that for a firm having no claims a refund of 9% of assessments would be paid. 


From another viewpoint, each firm pays 91% of current assessment levels plus the first 


$500 of each claim. 


This split of 91%-9% with a $500 deductible highlights the dilemma: 


ii a 9% maximum refund for having no claims is not very significant. 


ie smaller firms generating say, $7,000 of annual assessments, representing about 
28 employees in this rategroup probably would get a surcharge if they had 2 


claims in a year and would get a maximum refund of $630 with no claims. 


a if the deductible was increased above $500 then the 91%-9% will shift -- 
essentially if the objective was to produce a 15% refund for no claims (an 


85%-15% split) there is a claim deductible which will satisfy this. 


# when the deductible is low this formula simply rewards and penalizes 


frequency of accidents. 


rT larger firms can certainly accept more risk in return for larger potential 


refunds. 
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This is really the purest form of a deductible concept: 


Retrospective Assessment = Primary Losses + Expected Excess Loss 
where Primary Losses = sum of first $500 of claims costs 
on each claim 


Expected Excess Loss = 91% of the Manual Assessment 


This variation is simple but has severe limitations. 


Claim Deductible of $500 Plus Experience Rating of Costs in Excess of Deductible 
This variation adds some impact of the severity of a claim by charging a portion of the 
claim in excess of the deductible. It is done by the use of a self insurance factor as 


shown generically in Appendix A. 


Assume in this rategroup the self insurance factor was set at 6% for firms having 


$7,000 of assessments; assume this particular firm had | claim costing $15,000 ina 


year. A $500 deductible dictates Expected Excess Losses of 91%. 


The retrospective assessment would be: 


Retrospective Assessment = Primary Loss + 6% x Actual Excess Loss + 


94% Expected Excess Loss 


500 + .06 x (15,000-500) + .94 x .91 x 7,000 


$7,358 


Thus a surcharge of $358. However if the same firm had no claims: 
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Retrospective Assessment = nil + .06 x nil + .94 x .91 x 7,000 


5,987 


Thus a refund of $1,013. Now the refund has become somewhat more meaningful. Of 
course, the potential for a surcharge also increases although the self insurance factor 
moderates this considerably. Certainly there is a need to put an arbitrary ceiling on 


the size of surcharges. 


This method increases the maximum refund to about 14% for any firm having no 
claims. This may be a sufficiently attractive refund for smaller firms but does not 


provide adequate risk sharing for somewhat larger firms. 


Claim Deductible Varying by Firm Size Plus Experience Rating of Excess Claims 
The second variation above was expanded by increasing the claim deductible and the 


self insurance on excess claims as the firm size increases. 


The following empirically determined arrangement was tested for firms up to 100 


employees: 

Expected Self 

# of Annual Claim Excess Insurance 

Employees Assessment Deductible Claims on Excess 
=20 <$ 5,000 $ 500 91% 5% 
21- 35 5,001- 8,500 1,000 86% 6% 
36- 50 8,501-12,000 2,000 80% 7% 
51-100 12,001-25,000 4,000 72% 8% 
etc. etc. etc. etc. 


= a5 


Consider a firm of 45 employees with annual assessments of $11,000, having 2 claims 


-- one for $700 the other claim for $18,000. The retrospective assessment is: 


Retrospective Assessment = Primary Loss + 7% Actual Excess Loss 


+ 93% Expected Excess Loss 


(700 + 2000) + (.07 x 16,000) + (.93 x .80 x 11,000) 


$12,004 


If the same firm had no claims the retrospective assessment would be: 


.93 x .80 x 11,000 = $8,184 


Conclusion 

In any variation of experience rating using the claim deductible concept the critical 
aspect is to get a reasonable balance between the size of refunds and surcharges and 
the amount of assessment still required for true insurance. Testing of various 
alternatives reveals the proportion of total claims that is expected to be subject to the 
deductible and, of course, then the remainder which must be covered by insurance 


premiums or assessments. 


There is no right or wrong formula. However experience to date indicates that small 
firms tend to be more concerned about significant surcharges than excited about 


meaningful refunds. 


It must be remembered that depending on the industry rategroup, the smallest firms 
say under 15 employees) are often expected to have only one claim every several 


years. Accordingly if refunds and surcharges are intended to balance each other in 
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total then the average surcharge must be several times the average refund for these 
firms. If this theory is followed closely it will severely limit potential refunds since 
large surcharges will be politically unpalatable. Accordingly, we have tended to aim at 
maximum potential refunds in the 15-20% range for the smallest firms and then 


arbitrarily limited surcharges to approximately twice the maximum refund. 


Thus among the variations on the deductible concept that were developed in this 


appendix it seems most appropriate to: 


| vary the deductible by size of firm starting at about $500 for the smallest 
companies. 
r provide some very modest experience rating on the claims costs in excess of 


the deductible not only to increase the potential for refunds but also to 


recognize the severity of claims. 
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List of all Rategroups showing 1986 assesment rates. 


Rategroup 


APPENDIX C 


Description 


Woods Operations 
Sawmills 

Veneer Mills 

Pulp and Paper Mills 


Furniture 

Sash and Door Factories 
Wooden Toys, Novelties 
Brooms, Brushes 


Gold Mining 
Nickel Mining 
Uranium Mining 
Mixed Mining 


Iron Mining 
Diamond Drilling 
Mining Contractors 


Prospecting, Development Work 


Quarrying 

Cement 

Brick, Blocks, Tile 
Glass, Pottery 


Steel Mills 
Abrasives 
Foundries 

Steel Fabrication 


Ship Building 

Metal Articles 

Wire Goods 

Light Manufacturing 


Plastic Articles 
Batteries 

Electric Apparatus 
Agricultural Implements 


oor 


1986 


Assessment Rate 


13020 
6.11 
cet 
PANT) 


4.10 
5.86 


Automobiles 
Aeroplanes 
Service Stations 
Car Shops 


Selling, Renting, Servicing 
Petroleum 

Gas Wells 

Well Boring and Drilling 


Paint and Varnish 
Soap 

Chemicals 
Explosives 


Milling 

Grain Elevators 
Abattoirs 
Dairies 


Bakeries 
Canneries 

Sugar Refinerie 
Condiments 


Breweries 
Soda Water 
Wine 
Tobacco 


Tanneries 
Leather Product 
Rubber Products 
Textiles 


Knitting and Spinning 
Needletrades 
Laundries 

Publishing 


Lithographing 
Cardboard Boxes 
Advertising Displays 
Trucking 


Warehousing 
Flying Operations 
Stevedoring 
Builders’ Supplies 


= 30) = 
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Taxi Cabs 
Scrap Metals 


Second Materials - Not Metal 


Road Builders 


Sidewalks 

Sewers 

Tunnelling 
Power/Telecom/Line Constr 


Municipal Operations 
School Boards 

Steel Erection 

Heavy Installation 


Breakwaters, Canals 
Fishing 

General Contruction 
Wrecking 


Building Sub Trades 
Painting and Decorating 
Landscaping 

Hospitals 


Hotels, Motels 
Restaurants 
Janitorial Service 
Wholesale 


Theatres 
Retail - Food 
Retail - Other Than Food 


Accountants, Architects, etc. 


Arenas, Clubs, etc. 
Security Services 
Specialized Farming 
Advertising Distribution 


Cemetery Companies 
Maintenance of Townsites 
General Farming 

Tree Surgery 


Total of 001 - 955 


Ae 


- Oh 
ais ; i. 
{ art 
‘ ; 
H ae Af Te] » : 
2 70 nt is 
a ae 
; 4 bya 
" 
' : i ooeT rai 
5 
( a ia; 
ici ry vig 
os grin’ beg 
» neareinsetO gaia: 
, 1» 
: F ala ae 5 & 
i] Sin POCO. v1 
enlienivVilv Je FOr 0 
. : —~ ngs 


4 
io, 


” 


Bo ay 
i a i 7, - whatnot 
ae 


‘ 


a ie ones 7 


et? thy out 


3 wana oct Dungoplel bicdeme 


dig fra ve Fi 


i E 


aso 


ioe at 


L! seni anes, 


+ "ie Rete: 


4£t°t SY 31VY 986i SHI SIVIIW3HD: GOb SI Eb # dNOYDIIVvY 
‘2 8 °0°3 ONV G3L10NV N338 SVH S17NS3YU 3HL 4O 3NON ---- 


OLL'LE 499° 8} 900 Et 100 '°8 8St Pb cOL 4 68E 1 LLL’O 677 °O SEL'O Ott 't 4St€ 930 LV OVID ANN (0€) 


were ee ee ew w-eneennenw we ewe enw - he Hee Hee ee ee em em wm ew wm we ewe wwe fC eH we ee He ew een ee eee e-em ee ee we © ge eee wm ew em ee ew ew ee ee 


O 6720 SEL‘O oy a a eoseseces 1S) NYP LY @VIT 4NN (62) 
cOl'6t =499'S SOO 'S Erle 95S ‘Zz cleo 149°0 8bS‘O GOS'O- 98E'O- seseeeees (64-O%-SZ):YONI BVIT 4NN (82) 


S3TLIVIGVIT G3I0NN4NN 


O18 %S SBE TE TLb be 601° 6t LtO bh bob oe c6b Ob 991 °6 CSL°L €90°L Gel’9 ASHE 930 LV SV ALITIGVID (27) 
GBE'ZE TLb be 601 6b LtO' bth bee bb c6b Ol 991 °6 CSL L e90'°L Sel 9 seeeeeses ISt NVO LV SV ALITIGVIT (97) 
926 22 TI6 L v9e'S $60°S 918° 7 6¢9°0 9ZE th bib t 689°0O 876°0 eeeeeoece SVIV NI YONI WiOl (GZ) 
bes Et TCL I G78 e€ LI6’e £984 000 °O $86°0 OZE't 000°O 000 °O Coe eeeees BVIV NI YONT WID3dS (hZ7) 
tre 8 o61 9 6€S 3 GLI ob 600 4 6¢9'°O Sve O v60°0 689 O 8760 eeeesence @vVIT NI YONI Yv1ND3Ia (EZ) 
S3PLIVIGVIN 

OvO LI dtc es Lov tt gol bt O9L'6 6E'6 €0l 6 SBE 8 COS L B8tE 9 SIO'S ASHE 930 lV S13SSV (77) 
Lice} L9Ov tt BO bh O9L’6 6Eb 6 €01 6 BBE 8B tCG L ze 9 SIO°S 96E St NWF iv SL3ISSV (127) 
EzTE E St 2 8SE'O 6re 4b Ooze 'O eve 'o Silo 998°0 vei sh viet 819°0 (81 )-(76)-(S):3NOONT 1L3N (02) 
000 °O 000° O 000 °O 000° O 000 °O L00°0- 000 °O 000 °O 000°O 000 °O 000°O UIASNVAL OGNIYVIA IWID3dS (61) 
S$1]aSSV 

vies Obit S6l tb t97 4 S€6'O 919°0O 86b'°O Stv'o +}8E°O 6S7'O 8b7°O $1SO9 43HIO (81) 


000 °O 000°O 000 '°O 000 °O 000° O 000 °O 000 °O 000°O 000 °O 000°O 000° O 431139U SY + SS31 (LI) 
791 b BSZt 4h 9¢8°O ve6E oO Eero Ose 'O Ezz °O +64 °O Liz°o 9¢1°O S60°O 331734 33TS = SS371 (91) 
Lte't 9SE°% TEL th SLE 4 t7L°O 6Lb'0 v8et°O 9St'O 897 °O B91 °O sero SY 9 IS 3M AAI (GI) 
617°0O 681 °0O 991 °0O 091 °O oct oO 960°0 080'°0O 690°0 090°0 Lv0'O tv0 'O NOTLVISOSSV AlL34VS (Fh) 
teo's 6z78'°O evL'O $99°0O 49s ‘0 tSsv'O “seo tOE°O OLt'O 464 °0O OLt ‘Oo NOITLVYULSINIWOV O89M (C1) 
$1SO09 ¥3H10 
$98°9 O€0'9 v6t'S €O0€ Lvg9o'e e98'°t 90P Tt 6L4t 2 860 '°2 6SL't toch SINIWAVd 1L143N38 (71) 
L10°0O €10'°0 ¥i0°O $410°O t410°0O S00 'O 900°O 000 °0- 000 '0- 000 °O- 000 °O “AODIYN ALYVd GQUIHL :SS37 (18) 
evi oO 8140°0O 060°0O 6S0'0 veO'O 8z0'°0O vz0'O 640°0 6¢0'O Sto0'O 900°O NOTLVAIVIGVH3IY (O08) 
000 °O 000°O 000 °O Lvo 0 640°0O SSsO'O $40°O vet “oO 000°O 000°O 000°O “ON3SWY 34 WNS dwn (6 ) 
OtO'% TLL tb Oty 't t90 4 268°0 408°0O €z9'O 9¢S'°O v09'°O Lovo O9E°0 SIN3WAVd NOISN3d (86 ) 
ee €86°0 $9L°0O 614°0 789°0 6rr'O 8rvb'O L6E°0O €6E °O 6SE°O Lte€°o SGUVAV OFV WWOIGaW (2 ) 
009 '€ OI~'E Lto'e Lty ct 9S6 4 sesh 90E°t veo's 6SO' +4 896 0 618°O SOUVAVY NOILYSN3dNOD (9 ) 
SAIN3WAVd i143N]98 
66S th L6E°6 Lve'9 el6'9 cO6 vb 988 °€ 619°€ OBr'e €L1g9 € cee e L9E°e 3WOONT (S ) 
LSt't L60'4 O066°0 G96 °0 vi6°O 008 0 614°0 LL9°0O 6L¢'°O 66E°O 667°0 JWOONT IN3WIS3ANI (Pr ) 
bee Ob OOE 8 4s8'sS BPE 'S 686 '€ Leo'e€ 006 2 €08 c vet 'e ecb Ce 890 '°@ 3JNN3IAIYN INIWSS3ISSV (E ) 
JNNIAIY 
6tb b7G tLe BEL E10 969 LI6°S69 v99' LEG ELE’ 86h vIE O9b L96°60b CSE LBE E90'I19E 89S HIE ; VIOYAVd (2 ) 
bios co'4 06°0 o8'O 0L°O 09°O s9°0O OL'O o8'O SL°O 09°0 Jive INIWSS3ISSV (4 ) 
Se6t veG6l e986t cTB6h }86t O86} 6L6h @L6h LL6h 9L6t SL6h NOITid1I¥9S30 LNNODDV 
SCID Aah e) OBS SCS SSSR SOC ISI 6S 6 SSNS S599 SSS OSE BORO INS SSN SOO SSOP SSS SSRS55 boviroud 
SeSIeons Se6i Y4Od VIVO S86I 930 Se 
€victi9ovd SiTNS3IN dNOYDILVA AYVNIWI134d S86) Ol SLEI br GE th 
§ 14u0d3u SINNODDV 3JLVY AYVNIWI 134d SB6i 98/S1/80 


J XIGNAddvV STeoTweyQ - GQF dnoadaqey - JuNodoy dnoiseqjey otdwes ve 


—_ — 


— -+- 


4 
» 


< 
‘78? €¥K Ate 


7 
oO 


+ 
. 4 


=o 


~ 


s 
’ 
¢€ 


we 


a 

vw: % 
s> 

is aL 

? 

. e 

= 


it. Gee 


Ww 


— 


+e 208 | 
— 


—s a 7 


7 ng =e 


ove * 


é ‘ 
’ 2 
. ra 
: = 
€ 5 
[<..© ri 
aera «= 4 = - 
+3 © . 
— 


= 


pe ‘> “= 


ee“ 


aatiw-Senweae® aa 


~ 


t aS eee 


phe P85 if tex 


wont) JATOF eet 
213 13S ; 


+ 


a> 


“at 


viqa' 


- i « 
q ’ 
om | 


aaiJ3 rete 


Eis Gaout« =) 


eats 


—— = 


ies © iact 


Alii my Pos 


Setu 


te 
ws rac, Ey 


ij? we a desis 


APPENDIX C 


3. Sample Assessment Rate Report - 405 - Chemicals 


RATE NUMBER 405-CHEMICALS 


1986 

1. INCURRED INJURIES 43 
2. ADMINISTRATION 0.108 
3. SAFETY ASSOCIATION 0.025 
4. RATE STABILIZATION CHARGE 0.015 
5. REHABILITATION O02) 
6. BASIC RATE (1+2+3+4+5) les i2 
7. UNFUNDED LIABILITY SURCHARGE 02217 
8. RATE STABILIZATION ASSISTANCE 0.000 
9. SECOND INJURY ADJUSTMENT 0.014 
10. SUB TOTAL(6+7+8+9) 1.544 
11. INTEREST 0.050 
12. INDICATED RATE (10+11) 1.594 
13. LIMITATION ON CHANGE IN RATE -0.317 
14. SUB TOTAL (12+13) 1.276 
15. ROUNDING (SEE NOTE BELOW) -0.006 
16. FINAL RATE Des 27.0 


NOTE: ROUNDING IS TO THE NEAREST CENT, SUBJECT TO THE MAXIMUM 
ALLOWABLE RATE INCREASE. 
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